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KEY ECONOMIC INDICATORS: DOMINICAN REPUBLIC 
(Value in millions of RDS and US$) 


Population: 6.2 million (1984) 


Projected 
Income (RD$ millions) 1983 1984 1985 


GDP (Current Prices) S,772s6 13,0004 14,985.6 
GDP (Constant 1970 Prices) 3,192.5 3781235 ‘ S,e7ene 
Per Capita (Current Prices) 1,414.9 ke ttten 1,809.7 
Per Capita GDP (Constant 

1970 Prices) 532.0 518.0 ‘ 511.4 


Money and Prices (RD$ millions) 


Money (Currency and deposit 938.5 143339 ‘ 1,650.0 
demand) 
Time and savings deposits 895.1 1,010.3 1,410.0 
Consumer price index 169.0 210.3 ‘ 284.3(35.0) 
Parallel market exchange 
rate (average) iss 2.8 : 343 


Balance of Payments and Trade (US$ millions) 


Gross international assets 271.8 356.2 
Net international assets -1,088.2 -1,142.5 
Balance of payments -143.6 ~754.7 
Balance of trade -493.8 ~380.5 
Current account balance -421.1 -178.9 
Exports (FOB) 765.42 871.0 
United States share 503.6 668.3 
Imports (FOB) 1,279.0 LyeaeuS 
United States share 441.5 630.6 
External public debt 29259.8 2¢Rioca 
External private debt 310.3 302.3 
Debt service ratio 

(percentage) 46.3 39.8 


Other Indicators 


. Central government deficit =293.1 
. Registered foreign investment 252.4 
Passenger arrivals (000) 597.6 


RDS millions 
USS millions 


(f) Pending Paris Club and commercial bank rescheduling 


Sources: Central Bank of the Dominican Republic 
U.S. Department of Commerce 


May 1985 





EXPORTS (USS millions) 


Sugar and derivatives 298.9 
Coffee 76.4 
Cocoa and derivatives 60.9 
Tobacco and by-products 24.0 
Gold and silver 164.5 
Ferronickel 83.5 
Other Laan 


TOTAL 785.2 


IMPORTS (USS millions) 


Petroleum 461.3 506.9 446. 
Basic food 63.8 FO. 3 90. 
Other Lac 9 666.3 613; 
TOTAL 1279.0 1,252-5 t, 156; 


Trade Balance (493.8) (380 .5) (343. 


Source: Central Bank of the Dominican Republic 


*Projection 


May 1985 
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SUMMARY : 


As of May 1985, the Dominican Republic has made substantial 
progress in stabilizing the economy and moving toward recovery. 
Nevertheless, the country faced continuing serious problems 
throughout 1984 and early 1985. These included declining 
international prices tor commodity exports, especially sugar; a 
yrowing debt service burden; serious liquidity problems; surging 
domestic price levels and increased unemployment. As a result, real 
gross domestic product (GDP) grew only an estimated 0.6 percent in 
calendar 1984. However, the Government of the Dominican Republic 
(GUDR) acted throughout the period to implement an adjustment 
program designed to reduce long-standing distortions caused by an 
overvalued currency and domestic subsidies, to attract new 
investment, and to diversify and increase exports. 


During early 1984, the GODR maintained austerity measures agreed 
upon with the IMF in the January 1983 three-year program - including 
reduced deficit spending, increased revenues, tight credit, and 
increased transfers of imports from the ofticial (US$1.00=RD$1.00) 
to the market-determined parallel exchange rate. However, following 
serious public protests over food price increases in late April, 
with some loss of life, negotiation of IMF targets for the second 
year broke off in May. Nevertheless, reflecting a continuing 
commitment to adjustment, the GODR resumed negotiations with the IMF 
in July for a one year stand-by agreement. In August, President 
Salvador Jorge Blanco announced the transter of petroleum imports 
from the official to an intermediate exchange rate resulting in an 
average 70 percent increase in petroleum product retail prices. In 
November, with the Central Bank tacing a severe liquidity problem, 
negotiations intensified with the LMF and began with toreign banks 
for commercial debt rescheduling. On January 23, 1985, President 
Jorge announced further measures, including exchange rate 
"unification" at the free market rate (de tacto devaluation) and 
sharp increases in electricity and petroleum prices. These actions 
eliminated any remaining major obstacles to an IMF stand-by 
program. ‘The final agreement, which will maintain tight limits on 
GODK tiscal and monetary policies, was approved by the IMF Board on 
April 15. Meanwhile, the commercial debt negotiations have 
proceeded. ‘The GODRK has also proposed official and bilateral debt 
rescheduling through the Paris Club mechanism. 


Non-traditional export sales increased over 30 percent, 
contributing to a 10.9 percent rise in overall exports for 1984. 
the L985 projection indicates continued strong non-traditional 
export yrowth stimulated in part by the Caribbean Basin Initiative 
(Cbl). However, weak sugar and gold prices will probably cut total 
export earnings. Imports fell slightly in 1984, and are expected to 
drop further in 1985 due to exchange rate unification and weaker 
demand. 





Strict GODR fiscal discipline, including the elimination of 
"inorganic" (unbacked) credits and tight spending control, led to a 
balanced budget in 1984. The 1985 budget reflects GODR 
determination to maintain austerity. GODR efforts to control 
monetary growth were less successful, and the money supply grew 42 
percent in 1984, largely because increased peso payments to 
traditional exporters. After years of slow inflation, sharp price 
rises became a major issue in 1984. Much higher import prices 
contributed to an average inflation rate of at least 24 percent 
according to official figures. Although the GODR is committed under 
the LMF program to keep inflation down, acceleratiny inflation in 
1985 will continue to reduce the living standards of most 
Dominicans, especially since salary levels will not be increased 
sufficiently to offset the higher cost of living. 


The parallel exchange rate remained steady near US$1.00=RD$2.80 
during February-November 1984, but, beginning in December 1984, the 
peso depreciated to about RD$3.30. The unification of the exchange 
rate increases downward pressure on the peso, but debt rescheduling 
and increased dollar receipts from tourism, remittances and 


concessional assistance programs could keep the rate reasonably 
stable. 


The GODR continues to encourage foreign investment, particularly 
in the priority areas of mining, tree zones, agroindustry, and 
tourism. Ilnvestment in mining has lagged due to low international 
mineral prices and to the restrictive mining code. Export-oriented 
agroindustry and tree zone projects have shown good growth, while 
rapidly expanding tourism has probably overtaken sugar this year as 
the major source of foreign exchange. Some foreign investors 
continued to encounter problems with uncertainties in the rules for 


hew undertakings and with bureaucratic delays in actually getting 
proyects underway. 


In sum, after a ditficult year of adjustment and negotiation 
with international financial institutions, the Dominican Republic 
managed to maintain some growth and a positive, open economy. With 
{MF and debt rescheduling programs in place, the country is on its 
way in early 1985 toward stabilizing its financial situation and 
moving toward economic recovery. END SUMMARY. 





CURRENT ECONOMIC TRENDS 
Financial Situation 


The Dominican Republic faced increasingly difficult financial 
conditions throughout 1984. Continually falling prices for its 
commodity exports, especially sugar, an increasing debt burden, and 
severe liquidity problems left the GODR Central Bank unable to meet 
all of its international payment obligations. In turn, these 
factors contributed to reduced productivity, increased unemployment, 
inadequate investment and sluggish economic growth. 


As of December 1984, Dominican external debt totalled US$2.93 
billion, of which about US$500 million, according to IMF figures, 
were arrearages. ‘the estimated debt service ratio for 1984 was 47.2 
percent, and could exceed 63 percent in 1985, although reschedulings 
could alter these levels. In late 1983 the GODR renegotiated US$460 
million ot medium and short term debt to commercial banks. However, 
a continuing toreign exchange shortage has forced the GODR to seek 
turther renegotiation of commercial debt and to request rescheduling 
of ofticial debt through the Paris Club mechanism. The commercial 
negotiations were actively underway in May 1985 with an 87-bank 
consortium coordinated by the Royal Bank of Canada. Completion of 
these reschedulings is an essential element of the IMF stand-by 


program, as are severe limitations on contracting new debt by the 
public sector. 


The ongoing financial crisis has had a major impact on the 
Central Bank's net foreign reserves which stood at minus US$940 
million as of December 1984, but are projected to improve 
substantially during 1985. However, as a consequence of this 
continuing inbalance between obligations and resources, the Central 
Bank has had persistent Liquidity problems. Caretul financial 
management and balance ot payments support from various sources 
including the United States ($84 million in 1984), 
have enabled the GODR to make minimum essential payments for food 
imports, petroleum and interest. Nevertheless, balance of payments 
and debt service projections made by the GODR and the IMF indicate 
that the country's precarious financial situation will persist at 
least into 1986, atter which modest improvement is expected. 


the financial situation has contributed to slow economic growth, 
estimated at 0.6 percent in 1984, and has aggravated unemployment, 
which is around 30 percent. Projected economic growth of one 
percent in 1985 will require a concerted effort to manage scarce 
foreign exchange and to increase investment, productivity and export 
earnings. 





The GODR's focus throughout 1984 and early 1985 has been the 
planning and execution ot an economic adjustment program which would 
simultaneously meet International Monetary Fund requirements and 
avoid an excessive blow to low income and middle income groups. 


In January 1983, the GODR reached agreement with the IMF on a 
three-year Extended Fund Facility (EFF), which would have provided 
nearly US$370 million in resources over the period. One third of 
the disbursements were made during 1983, but the GODR was unable to 
meet some program targets, particularly in the area of fiscal 
discipline. Discussions with the IMF to determine the EFF second 
year targets continued into 1984. Meanwhile, recognizing the vital 
importance of economic adjustment in enabling the country to restore 
its international credit position and to begin economic recovery, 
President Jorge Blanco announced in April 1984 several measures 
associated with reaching agreement with the IMF. These included: 


transfer of virtually all non-petroleum import payments to the 
parallel exchange market (i.e. from the official rate of 
US$1.U0=RD$1.00 to the market determined parallel rate, at that 
time about US$1.00=RD$2.80). 


creation of a new foreign exchange "incentive" for exporters of 
traditional products (sugar, coftee, cocoa, tobacco, gold and 
silver, and ferronickel). Instead of receiving RD$1.00 for 


US$1.00 surrendered to the Central Bank they were authorized to 
receive RD$1.48. 


limits on GODR spending and Central Bank credit to the public 
sector. 


price increases for a number of basic food products, including 
doubling the price of cooking oil and nearly doubling the price 
of tlour. These actions were followed by violent popular 
protests that required strong civil security measures and 


resulted in a number of deaths and injuries. 


in a turther action aimed at reducing foreign exchange pressure 
on the Central Bank, the GODR in early May 1984 transferred to the 
parallel market about US$190 million in dividends and letters of 
credit then awaiting remittance by the Central Bank at the official 


rate. ‘This decision provoked a sharp reaction from affected 
investors and financial institutions and is still unresolved. 


Ln Late May, President Jorge Blanco announced that negotiations 
with the LMF had been temporarily suspended because the GODR could 


not ignore widespread public opposition to further austerity 
measures. 





After resumption of GODR-IMF discussions in July aimed at a one 
year stand-by program, President Jorge Blanco undertook a successful 
campaign to convince the Dominican people of the urgent necessity to 
continue adjustment measures. However, no agreement was reached. 

In late August the GODR announced a transitional economic program 
designed to lead to an IMF agreement as well as the transfer of 
petroleum imports (except for the electric company) to a 
Us$1.00=RD$1.50 intermediate exchange rate, and an average 70 
percent increase in retail petroleum product prices. Also included 
were certain measures to increase GODR revenues and to stimulate 
agricultural production. In November, with the foreign exchange 
situation continuing to deteriorate, the GODR began discussion with 
commercial banks and intensified negotiations with the IMF to 
resolve two key issues: (a) the electric company (CDE) deficit, and 
(b) exchange rate unification. On January 23, 1985, President Jorge 
Blanco announced a series of major economic measures, including: 


exchange rate unification; more specifically, rates for all 
foreign exchange transactions would be freely determined by 
market torces. ‘This key action constituted a final devaluation 
of the peso, and made the Dominican Republic the only country in 
Latin America with a tully floating foreign exchange regime. 


an average 60 percent increase in retail prices of petroleum 
products. 


a Central Bank commitment to limit additional credit to the 
public sector in the form of advances and rediscounts. 


substantial electrticity price increases (up to 68 percent for 
heavy residential users and 49 percent for industry). 


higher interest rates on saving deposits. 


temporary surcharges of 36 percent on services (except tourism) 
and traditional exports and 5 percent on non-traditional 
exports. While this measure is in effect, traditional exporters 
will be required to exchange dollar earnings at 64 percent of 
the tree market rate and non-traditional exporters will receive 
y5 percent. 


The implementation of these measures resolved most of the major 
obstacles to an IMF stand-by agreement, and intensive discussions 
continued into March 1985 on details of the proposed GODR program. 
The ongoing implementation otf the adjustment program, mainly through 
the August 1984 and January 1985 actions, put additional pressure on 
the Dominican Republic. Although there were some protests and 
political criticism, there has been no further violence. 





Based on a GODR Letter of Intent submitted in late February, the 


IMF Executive Board approved the GODR program on April 15, followed 
by the first disbursement of funds. The major features are: 


continuing strict control of public finances. 


adjustment of public enterprise prices to insure coverage of 
current costs and a return on investment. 


reduction of the current account deficit. 


moderation of intlationary pressures through wage restraint and 
cautious credit policies. 


management ot external debt by recourse whenever possible to 
long term debt (maturities of 12 years or more). 


progressive reduction of external debt arrearages. 


Under the stand-by agreement tine IMF will provide about US$78 
million over the one year period. More importantly, an IMF approved 
economic program will enable the country to complete rescheduling of 
US$600-80U0 million with commercial banks, and of around US$300 
million official debt through the Paris Club mechanism as well as to 
resume limited borrowing from commercial banks, multilateral 
agencies and other foreign government agencies. These actions 
should be complete by June, well betore the first quarterly review 
of the IMF program. Thus, after a year of implementing adjustment 
policies and difficult negotiations with the IMF and commercial 
banks, the Dominican Republic has made great progress on a solid 
economic stabilization package. 


Overall exports of US$863.0 million grew 10.9 percent in 
1984, compared to only two percent growth in 1983. Traditional 
exports (sugar, coffee, cocoa, tobacco, ferronickel, gold, silver, 
tobacco), with the exception of gold, increased significantly and 
non-traditional export receipts grew over 30 percent. 


Although world sugar prices fell in 1984, Dominican sugar 
earnings increased from US$298.9 million in 1983 to US$323.5 million 
in 1984 as the result of an increase in the United States sugar 
quota and the elimination of U.S. sugar duties under the CBI. Sugar 


exports to the U.S. totalled 605,000 metric tons with a value of 
US$230 million. 





Prospects for 1985 sugar earnings are l*°s favorable due to 
continuing low international demand and prices, and to cuts in the 
U.S. quota. In recognition of a possible long term decline in sugar 
earnings, the GODRK is increasingly open to diversification of sugar 
lands for production of other cash crops such as pineapples, edible 


oils and vegetables. Several joint venture projects are under 
discussion. 


In the minerals sector, falling international prices for gold 
and silver led to a decline in earnings from US$164.5 million in 
1983 to US$131.8 million in 1984. Despite continued unsatisfactory 
world nickel prices, Falconbridge produced 49.8 million pounds of 


terronickel in 1984 and export earnings rose 30 percent to US$ 108.5 
million. 


Among other traditional export products, coffee exports 
increased 24 percent to US$95.1 million, cocoa by 25 percent to 
US$76.1 million and tobacco by 26 percent to US$30.4 million. The 
most impressive export growth, however, was in the area of 
non-traditional exports, which grew by 34 percent from US$77 million 
to US$1U03 million. Many of these products benefited from duty-free 
entry into the U.S. under the CBI and from increased peso payments 


to producers of GODK foreign exchange "incentives". 


ln 1984 and 1985, the GODR continued its eftorts to increase and 
diversify exports by strengthening its export promotion agency 
CEDUPEX, by encouragement of export-oriented manufacture, and by 
elimination of the previous multiple exchange rate system. 
Nevertheless, projected exports tor 1985 are down by nearly eight 
percent to US$806.2 million as earnings from sugar and gold are 
expected to decline further. Central Bank projections indicate only 
a small (tour percent) growth in non-traditional exports, but the 
Embassy expects this sector, particularly agroindustry, to grow by 
25-30, percent. 


One problem for the immediate exports earnings outlook is the 
surcharge of 36 percent on traditional exports and five percent on 
non-traditional exports imposed as part of the January 23 adjustment 
measures. Aimed at meeting part of the 1985 fiscal deficit, these 


revenue actions are considered temporary and will be reviewed later 
aa, 1985, 


Import bans, a scarcity of toreign exchange and increased 
customs duties contributed to a 2.5 percent decline in Dominican 
imports trom US$1,z282.2 million in 1983 to US$1,251.5 million in 
L984. 





ee ae 


In 1984, petroleum accounted tor nearly +2 percent of total 
imports. Despite the August 1984 increase in petroleum prices, 


petroleum imports for 1984 grew from US$461.3 million to US$506.9 
million. 


Preliminary 1985 import projections are for an overall decline 
of around eight percent, although any marked decrease in the value 
of the peso could Lead to an even greater fall. Basic food imports 


are expected to increase slightly, but all other imports will 
decrease. 


Fiscal Policy 


Preliminary 1984 results indicate that the GODR's fiscal 
performance improved over the previous three years, which had been 
marked until mid 1984 by substantial budget deficits tinanced by 
unbacked credit to the public sector. Estimated expenditures of 
RD$1,280 million in 1984 represent a modest 6.5 percent increase 
over 1983, and were actually lower than the buageted RD$1,345 
million. In view ot 1984 intlation of at least 24 percent, real 
government spending declined. Current expenditures of RD$1,003 
million were up by 14 percent in 1984, but capital expenditures, at 
RD$2Z77 million, tell by 16 percent. On the income side, improved 
tax collection, more realistic calculation of the value of imports 
subject to customs duties, and implementation ot a six percent 
industrial transfer tax (value-added), contributed to a 34 percent 
increase in tax revenues from RD$782 million to RD$1,049 million. 
total ordinary revenues (taxes, tees, transfers) amounted to 
RD$L,148.9 million, up 27 percent. The fiscal deficit for 1984 was 
an estimated RD$132 million, down from RD$293.1 milion in 1983. As 
a part of its program with the IMF, the GODR was able to finance 
most of this deficit with external resources (RD$130 million) and a 
very Limited recourse to Central Bank credit (RD$17 million in 1984 


vs. RD$150 million in 1983). Overall, the GODR realized a budget 
surplus ot RD$50 milion for 1984. 


In November, the GODR presented to Congress its 1985 budget 
proposal of RD$1,505 million, accompanied by a RD$130 million tax 
package to tinance new expenditures. Congress, believing the new 
taxes to be unacceptable to a populace already feeling the effects 
of GODR austerity, rejected the tax package and in April 1985 passed 
a RD$1,345 million budget proposal drafted by the Senate. Because 
of the exchange rate unification, these budgetary figures are 
subject to substantial revision. ‘the temporary export surcharges 
imposed as part otf the IMF program, higher petroleum product retail 
prices and toreign assistance are expected to generate sufficient 
revenues to cover the GODR fiscal gap. 





In early 1984, the Central Bank Monetary Board ordered the 
suspension of all new credit to the pubic and private sector in an 
attempt to control monetary growth and reduce downward pressure on 
the peso in the parallel foreign exchange market. Through the first 
half of 1984, the Central Bank issued RD$17 million in additional 
unbacked credits. However, emission of new credit was eliminated in 
the last half of the year. 


In spite of restrictive measures adopted by the GODR, the money 
supply (Ml) grew by 42 percent in 1984. The primary factor was the 
granting in April of a foreign exchange "incentive" 
(US$1.00=kKD$1.48) to tracitional exporters. Unification of the 
exchange rate in January 1985 has increased inflationary pressures 
and will challenge the ability of the GODR to moderate monetary 
growth. Retlecting this problem, when the GODR implemented 
unification on January 23, a number of measures designed to 
constrain the money supply were also announced, including: 


a continued treeze on Central Bank "inorganic" (unbacked) credit 
to the public sector. 


issuance of at least RD$100 million in stabilization bonds or 
similar instruments with an interest rate of 16 percent. 


establishment ot a 100 percent reserve requirement for 
commercial bank deposits in excess of October-December 1984 
levels. (These funds may be used to purchase stabilization 
bonds (25 percent), open a Central Bank account (25 percent), or 
for Loans to certain productive activites (50 percent)). 


a decrease in the minimum value ot financial certificates issued 
by commercial banks, savings banks, and development banks. 

Also, an increase from 15 percent to 18 percent on maximum 
interest paid on these certificates. 


These measures are likely to moderate monetary growth in 1985. 
Nevertheless, the effect of exchange rate unification, along with 
tne need to maintain adequate liquidity in the economy, should 
result in Ml growth of 20-25 percent tor the year. 


Intlation 


in 1984 and early 1985, the rising cost of living emerged as 
perhaps the most difficult domestic problem facing tne GODR. Long 
accustomed to Low inflation (7.7 percent in 1983), the Dominican 
Republic employs none of the mechanisms, such as indexation of wages 
and savings, employed elsewhere. Accordingly, price rises have an 
immediate and direct impact on living standards, particularly for 
the poor majority and the middle cl ss. 





In 1984, a number of factors, including depreciation of the 
peso, transfer of most non-petroleum imports to the parallel market, 
and the minimum wage increase, intensified infiationary pressures. 
Official Central Bank statistics indicate a 24 percent average 
inflation rate in 1984 and a total increase of 38 percent in the 
index at the end of the year. However, this index is biased towards 


domestically produced (and often price-controlled) products and may 
understate actual inflation by 10-15 percent. 


For 1985, exchange rate unification and accompanying increases 
in costs of fuels, electricity, transportation, housing and food 
will result in continuing high inflation. For many middle class 
consumers, who utilize more imported goods, inflation will be 
especially onerous. 


In the wake of the April 1984 disturbances triggered by food and 
other price increases, the GODR is making every effort to moderate 
inflation through price controls, subsidized sales of basic food, 
free distribution of dairy products and a proposed minimum wage 
increase. (This measure can be implemented only in the unlikely 
event that Congress approves new taxes needed to finance higher 
minimum salaries). Nevertheless, resources available for this 
purpose are limited, and a further substantial decline in the living 


standards of most of the Dominican population in 1985 seems 
inevitable. 


Foreign Exchange 


In 1984 the Dominican peso remained legally at par with the U.S. 
dollar. However, on April 17, 1984, virtually all non-petroleum 
imports, profit remittances, and payments for services were 
transterred to the parallel exchange market. With the transfer of 
petroleum imports to an intermediate rate of US$1.00=RD$1.50 in 
August, only a few imports of essential foods and official debt 
payments remained at the official rate, Exporters of 
non-traditional agricultural products were permitted to convert 100 
percent of their export earnings at the parallel market rate, and 
exporters of non-traditional manufactures 85 percent of their export 
earnings. Beginning in April 1984, traditional exporters were 
allowed to convert ftoreign exchange earnings at US$1.48=US$1.00. 
This rate was also extended to free zone operations. 
the multiple exchange rate system described above, and 
implementation of a single, market determined rate was the central 
objective in reaching agreement with the IMF on a 1985 stand-by 
program. ‘The LMF, along with most observers, was convinced that the 


existing exchange rate system led to serious economic distortions 
and inetticient use of resources. 


Elimination of 


Of particular concern were heavy 





implicit subsidies on petroleum and electri. ‘cy prices made possible 
by petroleum imports at the US$1.00=RD$1.U9 and later 
US$1.00=RD$1.50 rates. Throughout the negotiations, a basic goal 
was to have these prices reflect the true cost of crude oil and 
imported petroleum products. 


The exchange rate unification which President Jorge Blanco 
announced on January 23, 1985 makes the Dominican Republic the only 
Latin American country with an exchange rate set solely by market 
torces. Under this system the “official" rate used by the Central 
Bank is the average rate for the previous five working days reported 
by 14 commercial and 86 exchange banks. 


The free (unified) turceign exchange market (formerly the 
parallel market) has an verage daily volume ot about US$5 million 
or nearly US$ one billion annually. Primary sources of dollars for 
the ‘market are tourism and remittances from Dominican residents 


abroad, mainly in New York. ‘This Last source may total more than 
US$500 million annually. 


Despite the uncertain tinancial situation of the Dominican 
Republic in 1984, the parallel market exchange rate remained near 


US$1.00=RD$2.80 tor most ot the year. In late 1984, it rose to 
around US$1.00=RD$3.30, where it remained through March 1985. 
Although downward pressures on the peso will continue throughout 
1985, a number of tactors, such as improved confidence, increased 
remittances and tourism earnings, commercial and ofticial debt 
rescheduling, and LMF credits should tend to stablize the 
peso/dollar level. 


Ee. LMPLLCATLONS FOR UNITED STATES BUSINESS 


. 


The Dominican Republic is the largest democracy in the 
Caribbean. ‘The two major political parties, and most of the minor 
ones, Support free enterprise with varying degrees ot government 
participation and intervention in the economy. An active free press 
led by nine daily newspapers provides a full range of information 
and political opinion, Dominican foreign policy seeks closer 
contact with other Caribbean and Latin countries as well as 
continuing close and friendly relations with the United States. 
Despite the pressures on the democratic system caused by the 
country's severe economic problems, the government, the military, 
the political parties, the private sector and the general population 
have maintained a strong commitment to democracy and an open economy. 





The Dominican Republic has an ample labor supply, although there 
is a shortage of skilled workers and technicians. The work force is 
industrious, cooperative and easily trainable. Foreign employers 
have not been special targets of labor complaints. Although leftist 
unions have on occasion challenged foreign firms, most recent labor 
disputes have involved state-owned enterprises. Union membership 
totals approximately 150,000 in a work force of 1.7 million. In May 
1984, the minimum wage was increased from RD$125 to RD$175 pesos per 
month, and the government proposed an additional increase to RD$225 
per month in January 1985. As of May 1, the two chambers of the 
Dominican Congress were taced with reconciling two slightly 
ditterent proposals which would increase the minimum wage to 
RD$250. However, questions have been raised about the 
constitutionality ot these proposals since they do not provide 
tunding. A presidential veto therefore seems likely. 


Investment Climate 


The Dominican Republic offers genuine opportunities and a 
positive investment climate for United States investors. This is 
true despite the country's current economic difficulties and the 
need for further improvement in the rules and procedures for foreign 
investors. GODR policy is to welcome foreign investment, especially 
in the tour priority areas of agroindustry, tourism, industrial free 
zones and mineral resources. This policy and the added stimulus of 
the U.S. Caribbean Basin Initiative (CBI) duty-free entry program 
have produced increasing U.S. investor interest in the Dominican 
Repubic over the past two years, as evidenced by projects planned or 


underway and by the growing number of serious inquiries to Dominican 
and U.S. otticials. 


A blue ribbon investment commission comprising both private and 
public sector representatives appointed by President Jorge Blanco is 
specifically charged with promoting foreign investment. The 
government has also set up a foreign investment center to assist 
potential investors. This office, the Foreign Investment Promotion 
Center, is Located at lz John F. Kennedy, 3rd Floor, Santo Domingo 
(telephone (809) 5660-0023). 


Law 8601, amended in June 1983, is the basic lLeyislation which 
governs all toreign investment. Lt allows for toreign investment in 
any sector of the economy except public utilities, communications, 
torest exploitation, domestic air, surface and water transportation, 
and national defense production. However, exceptions to these 
reservations are sometimes negotiable. A case in point is the 
US-owned telephone company-CODETEL. Monetary Board decrees of May 





and August 1984 further modified Law 861. At this juncture all new 
investment must be registered with the Central Bank in pesos. 
Maximum allowable profit remittances are 25 percent annually of 
registered capital, and all applicable tax benefits extend to 
foreign investments. Certain decisions in May 1984 created 
uncertainty about the rules for remittance of profits in the form of 
dividends or otherwise. However, foreign investors can now treely 
remit all earnings once tax and other requirements are met. 


Total registered foreign investment in the Dominican Republic 
was about US$257.5 million in December 1984, with a significant 
portion in food products, finance, tourism, commerce and chemicals. 
U.S. foreign investment -otals approximately US$150 million. 
American investors in th: Dominican Republic have been eligible for 
U.S. Government Oversea’ Private Investment Corporation (OPIC) 
insurance against expropriation, war, revolution and insurrection 
under the terms cf a 1962 Investment Guarantee Agreement between the 
United States and the Dominican Republic. However, the unresolved 
issue of the April 1984 dividends transfers to the parallel! exchange 
market has led to a temporary deferral of new OPIC insurance or 
lending in the Dominican Republic. Intensive discussions to resolve 
of this matter are underway. OPIC inconvertibility insurance is 
unavailable. 


Tourism: The Dominican Republic is endowed with beautiful scenery, 
especially in the mountains and along the coasts, which offers much 
potential for tourism. This is especially true given the 
depreciation of the peso and the resulting low cost of many tourist 
facilities and activities in comparison with other Caribbean 
destinations. In 1984 tourism equalled sugar as a toreign exchange 
earner, accounting for at least US$320 million in receipts. Puerto 
Plata on the North Coast is the major focus of the Dominican tourist 
sector with approximately 1,800 rooms. The East Coast is also 
undergoing development with the recent opening of the Punta Cana 
International Airport adjacent to the 350 room Club Med and the 
40U-plus room Hotel Bavaro Beach. 


Caribbean Basin Initiative legislation provides for "North 
American" tax treatment of convention expenses in beneficiary 
countries which have reached an Exchange of Tax Information 
Agreement with the United States and whose laws do not discriminate 
against conventions held in the United States. Negotiation of such 
an agreement with the GODR is now underway. Convention tax benefits 
would provide a turther strong incentive to tourism. 





Law 153, the Tourism Incentive Law, was enacted in 1971. It 
covers projects such as hotels, motels, conduvminiums, apartment 
hotels, restaurants, bars, recreational facilities and other 
activities that encourage tourism. Such projects, if located in 
zones designated as “tourism development poles", may enjoy total 
exemption from income, construction, national and municipal taxes, 
and from import duties necessary tor project construction and 


decoration if the materials are not made in the Dominican Republic. 
Ali exemptions last for ten years. 


Free Zones: A key focus for much new foreign investment has been 
the four functioning industrial free zones of+Santiago, La Romana, 
San Pedro de Macoris and Puerto Plata. There are some 130 companies 
operating in the tree zones, of which about 85 percent are 

American. ‘These operations provide employment for over 31,000 
workers. In each free zone raw materials can be imported duty-tree, 
processed, and re~exported tax free. Such products range from 
garments to electronic components. Expansion is planned tor the 
existing industrial tree zones, as well as the establishment.of new 
zones in various parts of the country. A lack of space has slowed 
free zone growth, but expansion of existing zones and the 
establishment of new free zones are planned. The existing zones have 
both public and private sector management, and it is expected that 
the private sector, including foreign investors, will continue to 


play an important role in their administration and development. 


The incentives provided to free zone producers are embodied in 
Law 299, the Industrial Wevelopment and Protection Law. These 
industries are exempt from limitations on profit remittances and 
need not report profits to the Foreign Investment Directorate. They 


are also granted 75-100 percent exemptions on income, municipal, 
production, and patent taxes. 


Agriculture is the most important sector of the 
Dominican economy in terms of employment, output for domestic 
consumption, and export earnings. Agriculture produces 19.3 percent 
of GDP, accounts tor 70-80 percent of exports, and directly employs 
45 percent of the labor force. Within this sector, the raw sugar 
industry is the key component and the traditional backbone of the 
Dominican economy. Sugar and its derivatives represented about 36 
percent of the total value ot exports in 1984. 


Because of declining sSuyar prices, however, this share is much lower 
than in 1981 when sugar represented 47 percent of total exports. 
Uther agricultural production has grown slowly because of low 
internalional prices, inadequate price incentives, inefficiencies in 
the distribution system, slow utilization of more modern technology, 
and erosion of hillsides under cultivation. However, several major 





agroindustrial export projects were started in 1983 and 1984, and in 
the first nine months of 1984 non-traditional agricultural exports 
increased by 45 percent. Investment interest has grown dramatically 
in recent months in the cultivation, processing, and export under 
the CBI of non-traditional winter vegetables and fruits. Much of 


this development has centered upon the fertile Azua Valley region in 
the southwest. 


Law 409, the Agroindustry Law, ofters benefits to agricultural 
investors consisting primarily of tax exonerations and reductions, 
the levels ot which vary based on the geographical location of the 
project, the percentage of raw materials of national origin, and the 
level of “integration". Integration is detined as the extent to 
which an enterprise can process, transport, and market an 
agricultural product, as well as cultivate it. Projects which meet 
these criteria qualify for incentives as high as LUO percent 
exoneration of income tax with varying degrees of import duty 
exonerations as well. 


Many Dominicans have strong personal and economic ties to the 
United States, especially to the nearly one million Dominicans 


living there. Dominicans are familiar with U.S. business practices 

and look to the United States as both a market for their goods and a 
source of merchandise. More than 35 percent of the nation's import 

and export trade is conducted with the United States. The Dominican 

Republic is the biggest Caribbean importer of U.S. products. 


United States products have dominated Dominican markets for 
consumer goods and many other products. However, the recent 
economic crisis, high import duties, some import bans, and the 
increasingly unfavorable (for imports) exchange rate have combined 
to affect adversely many import sectors. Import bans, some of which 
have been in effect since 1979, have been imposed on consumer goods 
including soap, canned vegetables, most clothing, and most kinds of 
shoes. There is also a national limit on the combined value of all 
automobiles that can be imported in one year. 


fhe major export opportunities which exist for U.S. firms are in 
such areas as energy systems, food processing equipment, sugar mill 
equipment, parts tor all types of equipment and machinery, and 
medical equipment. There are several major projects in various 
stages of implementation, including projects in such areas as 
roadbuilding, energy, irrigation, and port facilities. The Major 
Projects Division of the U.S. Department of Commerce has more 
detailed information on these undertakings. 





ln sum, despite the country's serious economic problems the Dominican 
Republic has genuine potential for U.S. investment and trade. This is 
evidenced by the recent interest expressed by U.S. exporters and 
investors and the opportunities available under the CBI. A number of 
projects are underway or under active consideration by both major U.S. 
corporations and private companies and individuals. Any American firm or 
businessman interested in profitable opportunities in the Caribbean Basin 
would do well to look closely at the Dominican Republic. 




















S F 
f 
h 
eee) 
: 
Pa 
a 
Be 
o Sail 
‘ 
j a 
‘ i 
: . 
‘ : atc 
Ry 5 ae Sy 
; : 
; Ca 
i i 5 : 
: eee 
i ees : 
F 
P 
: ‘i ; 
: 
De 
A eee 
‘ as 
H 
f i 
eo fi + % is a 
/ ‘ 
4 
; : 
3 f 
: 
: . 
: 
a ; s 
} 4 
t Py 
a ; 2 
‘ 





